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TO: 

FROM: 

Supervisor Michael D. Antonovich, Mayor 
Supervisor Gloria Molina 
Supervisor Mark Ridley-Thomas 
Supervisor Zev Yaroslavsky 
Supervisor Don 

Wendy L. Watanabe 
Auditor-Controller 

SUBJECT: MARTIN LUTHER KING, JR. MULTI-SERVICE AMBULATORY CARE 
CENTER PROCUREMENT REVIEW 

In 2007, your Board instructed the Auditor-Controller (A-C) to develop a risk-based plan 
to audit procurement operations in all County departments. In accordance with the 
developed plan, we completed a review of the Department of Health Services' (DHS) 
Martin Luther King, Jr. Multi-Service Ambulatory Care Center's (MLK) compliance with 
County procurement policies and procedures. Our review covered areas such as 
purchasing and payment controls, capital and non-capital equipment, and supply 
warehouses and stockrooms. We also evaluated controls over DHS' Health Materials 
Management System (HMMS) procurement system. 

Summarv of Findinns 

We noted that MLK's purchases were appropriate and necessary for their operations. 
However, MLK management needs to ensure compliance with County purchasing 
requirements. The following are examples of areas for improvement: 

MLK needs to ensure that they obtain approved requisitions before ordering 
goods and services. They also need to ensure that goods and services are 
received before paying vendors, and that vendors are paid within 30 days of 
receiving the invoice. We reviewed 102 purchases and noted that MLK placed 
orders before the requisitions were approved for 11 ( I  I %) purchases, totaling 
$103,800. They also could not provide approved requisitions for 35 (34%) 
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purchases, totaling $323,000. In addition, MLK did not have packing slips or 
documentation indicating that they received goods and services for 14 (14%) 
purchases, totaling $159,800. In a separate sample of 30 vendor payments, we 
noted that 29 (97%) were paid an average of 148 days late. 

DHS' attached response indicates they have taken corrective action by retraining 
staff on their on-line requisition system and instructing staff to document the 
receipt of goods/services and enter the information into HMMS. DHS has also 
revised how procurement documents are maintained and will ensure vendors are 
paid within 30 days of receiving the invoice. 

MLK needs to obtain price quotes for non-agreement purchases over $1,500 and 
should not use vendor agreements to buy non-agreement items. We noted that 
MLK did not get price quotes for nine (29%) of the 31 non-agreement purchases 
over $1,500, totaling $46,800. They also purchased non-agreement items 
totaling $82,800 on ten (25%) of the 40 agreement purchases we reviewed. 

DHS' attached response indicates they have taken corrective action by sending 
procurement staff to an Internal Services Department training course on County 
purchasing policies. 

MLK needs to physically inventory their capital equipment biennially and ensure 
that their capital equipment list is accurate and complete. We could not locate 
seven (1 6%) of the 43 assets we reviewed, including a computerized tomography 
(CT) scanner valued at $1.5 million. MLK indicated that the CT scanner was 
upgraded and assigned a different serialhag number. However, MLK could not 
provide documentation of the upgrade (e.g., service request, purchase 
requisition, invoice, etc.). They also did not dispose of 13 (30%) assets that were 
obsolete or no longer used. In addition, MLK needs to develop a list of non- 
capital equipment to track and control the equipment. 

DHS' attached response indicates they are in the process of implementing our 
recommendations. DHS has taken corrective action by identifying a property 
coordinator for MLK and developing a policy for receiving and tracking capital 
equipment. 

MLK needs to maintain accurate supply inventory records by recording supply 
increases and decreases as they occur. We noted that 571 (26%) of the 2,224 
supplies we tested, totaling $12,000, were not in the warehouse. Some of the 
missing supplies included catheters, surgical instruments and blood glucose test 
strips, which are susceptible to theft or personal use. We also noted that 1,000 
(45%) supplies that were stored in the warehouse, totaling $18,100, had expired. 
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DHS' attached response indicates they have taken corrective action by 
completing a physical inventory of MLK's supplies and adjusting supply inventory 
records for discrepancies they identified. 

MLK needs to adequately separate procurement and payment processing duties. 
For the five-month period reviewed, MLK employees processed 838 (44%) of the 
1,913 payments, totaling $1 million, without appropriate approvals. The same 
MLK employees also inappropriately completed both the ordering and receiving 
functions in HMMS for 25 purchases, totaling $197,200. The functions of 
approving payments, ordering and receiving goods are incompatible procurement 
functions that should be immediately separated. In addition, MLK needs to 
immediately remove eCAPS access when employees leave MLK. 

DHS' attached response indicates they have taken corrective action by 
appropriately separating the ordering, receiving and in voice processing duties. 
The response also indicates that they have removed eCAPS access for the 
individuals who no longer work at MLK and implemented procedures to ensure 
access is removed in the future. 

Although this report is a review of MLK's procurement operations, we recommend that 
other County departments review the findings in this report and ensure that necessary 
controls are in place. 

It should be noted that DHS plans to replace HMMS with eCAPS Procurement at all 
DHS facilities within the next few years. While some of the internal control weaknesses 
noted in our review should be corrected with the implementation of eCAPS 
Procurement, MLK should proceed with their corrective action plan and implement all 
the recommendations in our report. 

The detailed results of our review and recommendations for corrective action are in 
Attachment I. 

Review of Report 

We discussed the results of our review with MLK management. They generally agreed 
with our findings and recommendations and indicated they will work to improve controls 
over their procurement practices. DHS' response (Attachment II) describes the 
corrective actions they have taken, or plan to take, to address the recommendations in 
our report. 
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We thank MLK management and staff for their cooperation and assistance during our 
review. Please call me if you have any questions, or your staff may contact Jim 
Schneiderman at (21 3) 253-01 01. 

Attachments 

c: William T Fujioka, Chief Executive Officer 
Sheila Shima, Deputy Chief Executive Officer 
Mitchell H. Katz, M.D., Director, DHS 
John F. Schunhoff, Ph.D., Chief Deputy Director, DHS 
Cynthia Moore-Oliver, Interim Chief Executive Officer, MLK 
Tom Tindall, Director, Internal Services Department 
All Department Heads 
Audit Committee 
Public Information Office 



Attachment I 

DEPARTMENT OF HEALTH SERVICES 
MARTIN LUTHER KING, JR. MULTI-SERVICE AMBULATORY CARE CENTER 

PROCUREMENT REVIEW 

Backaround 

Martin Luther King, Jr. Multi-Service Ambulatory Care Center's (MLK) Materials 
Management Section is responsible for ordering goods and services, receiving 
deliveries, tracking supply inventories, controlling equipment and disposing of unneeded 
items. MLK's Fiscal Year (FY) 2008-09 services and supplies budget was 
approximately $1 34 million. 

Scope of Review 

We reviewed MLK's procurement practices for compliance with County policies and 
procedures. Our review included interviewing MLK personnel, evaluating purchasing 
and payment controls, inventorying a sample of equipment, and observing supply 
warehouse and stockroom operations. We also evaluated controls over the Department 
of Health Services' (DHS) Health Materials Management System (HMMS) procurement 
system. 

General Purchasina and Payment Controls 

The County Fiscal Manual (CFM) requires departments to obtain approved requisitions 
before ordering goods and services, verify that goods/services were received before 
paying vendors, and ensure that vendors are paid in a timely manner. We reviewed 
102 purchases made between July 2007 and March 2008, totaling approximately $1.2 
million, and noted the following: 

Purchase Requisitions - MLK placed orders before the requisitions were 
approved for I I (1 1 %) purchases, totaling $1 03,800. MLK also could not provide 
approved requisitions for 35 (34%) purchases, totaling $323,000. MLK should 
ensure that staff prepare and managers approve requisitions before purchases 
are made, and that Materials Management keeps copies of approved 
requisitions. 

We also noted that for two purchases, totaling $14,400, MLK paid $2,100 more 
than the requisition price for some of the items. For these purchases, staff did 
not record actual order costs and quantities on the requisition. Since requisitions 
also function as MLK's ordering document, they should ensure that staff annotate 
actual order costs and quantities on requisitions once they place an order. 

Verifying goodslservices were received - Materials Management staff are 
supposed to verify that all items on the vendor packing slip were actually 
received before payment is made. For services, managers must sign the invoice 
indicating that the services were actually received. MLK did not have packing 
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slips or documentation that services were received for 14 (14%) purchases, 
totaling $1 59,800. 

Inappropriate Prepayments - Internal Services Department (ISD) Policy states 
that prepayments should only be made before goods and services are received 
when it cannot be avoided (i.e., when a vendor requires prepayment) and should 
be approved by ISD if not normal and customary (e.g., memberships, 
subscriptions, etc.). Although the purchases were appropriate, we noted that 
MLK inappropriately prepaid for waste disposal and accreditation testing 
services, totaling $12,000, before receiving the services, without ISD approval. 

Invoice Processing - Departments are required to do a three-way match of 
requisitions/purchase orders, packing slips and invoices before paying vendors, 
and mark invoices "paid" to prevent duplicate payments. As previously noted, 
MLK paid vendors without requisitions and packing slips, which indicates that the 
three-way match is not always being performed. We also noted that MLK did not 
mark any of the invoices "paid" to prevent duplicate payments. However, none of 
the invoices were paid twice. In addition, MLK paid $2,700 more than invoiced 
for one purchase, totaling $37,100. MLK should ensure that staff match 
requisitions/purchase orders, packing slips and invoices before paying vendors, 
pay vendors based on invoiced amounts, and mark invoices "paid". 

Timeliness of Payments - CFM Section 4.5.13 requires departments to pay 
vendors within 30 days of receiving the invoice. We noted that 29 (97%) of the 
30 payments we reviewed were paid an average of 148 days late. In addition, for 
three (10%) of the 29 late payments, MLK lost vendor discounts, totaling $900. 
The late payments were generally due to delays in collecting 
requisitions/purchase orders and packing slips, and matching them with the 
invoices. MLK should ensure that vendors are paid within 30 days of receiving 
the invoice. 

Recommendations 

MLK management ensure: 

1 Staff prepare and managers approve requisitions before purchases are 
made, staff annotate actual order costs and quantities on requisitions 
once they place an order, and Materials Management keeps copies of 
approved requisitions. 

2. Staff document that they have received goods or services for each 
purchase before paying vendors, and obtain ISD approval for 
prepayments that are not normal or customary. 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
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3. Staff match requisitionslpurchase orders, packing slips and invoices 
before paying vendors; pay vendors based on invoiced amounts, and 
mark invoices "paid". 

4. Vendors are paid within 30 days of receiving the invoice. 

Non-Anreement and Anreement Purchases 

ISD establishes agreements with vendors for commonly purchased items. Departments 
can purchase items covered by ISD agreements without a transaction limit and do not 
need to obtain price quotes. These agreements should not be used to purchase non- 
agreement items. ISD also delegates authority to departments to purchase non- 
agreement items, up to set limits. Departments may be required to obtain price quotes 
for non-agreement items based on the amount of the purchase. 

ISD has given MLK delegated authority to purchase non-agreement items under 
$1 5,000. MLK can make purchases under $1,500 without price quotes, and is required 
to obtain three price quotes for non-agreement purchases over $1,500 and post 
proposed purchases over $10,000 on the County's bid website. MLK did not obtain the 
required price quotes for nine (29%) of the 31 non-agreement purchases we reviewed, 
totaling $46,800. They also did not post the five purchases that were over $10,000 on 
the County's bid website. MLK could have potentially purchased the items at a lower 
cost had they obtained other price quotes and posted proposed purchases over 
$10,000 on the County's bid website. 

We also noted that MLK purchased non-agreement items on ten (25%) of the 40 
agreement purchases we reviewed, totaling $82,800. For these purchases, the vendor 
did not actually have an agreement, or the agreement did not include the items 
purchased. For example, MLK inappropriately purchased janitorial paper products 
under an agreement that specifically excluded these items. As a result, price quotes 
should have been obtained for these purchases. 

Recommendations 

MLK management ensure staff: 

5. Obtain price quotes as required by County purchasing policies and 
post proposed purchases over $10,000 on the County's bid website. 

6. Only buy appropriate agreement items when making agreement 
purchases. 

Health Materials Manaaement System (HMMS) 

MLK and other DHS facilities use HMMS to process purchases and payments and track 
inventory. HMMS users enter requisitionslpurchase orders, packing slips and invoices 

A U D I T O R - C O N T R O L L E R  
C O U N T Y  O F  L O S  A N G E L E S  
























